INTERNATIONAL 
Financial News Survey 


Vol. VIII, No. 47 ° 


INTERNATIONAL MONETARY FUND ° 


June 1, 1956 


Annual Report of the Bank deutscher Lander 


The Bank deutscher Lander, in its annual report for 
1955, emphasizes that, at the present stage of full em- 
ployment, the fate of the West German currency cannot 
depend upon restrictive credit measures alone; it must 
also rely upon a sound fiscal and economic policy and 
upon cooperation by the public as a whole. The report 
notes that in 1955 the Bank was compelled to return to a 
more restrictive policy, and thus to abandon the relatively 
liberal attitude which it had held since the end of the 
Korean crisis. During the second half of 1955 especially, 
there were increasing signs of overemployment in some 
sectors, of wage increases exceeding gains in productivity, 
and of a relative lack of response in bank lending to the 
first restrictions imposed. The Government’s fiscal policy 
could not by itself be an effective means of countering 
excessive expansionary tendencies. 


Domestic demand in 1955 became more important 


than external demand as a main expansionary force. 


Considerable tension developed on the domestic market, 
but the country’s external position and its currency con- 
tinued to improve in spite of a sharp rise in imports. 
The central bank’s foreign exchange reserves, which 
reached DM 12.8 billion at the end of 1955, continued to 
grow in the first quarter of 1956. But as the balance of 
payments surplus has been reduced, the expansive influ- 
ence originating from the foreign trade sector has grad- 
ually been leveling off. 


The persistent favorable balance of payments position 
has enabled the authorities to adapt their external policy 
to the needs of the domestic market, thus following a 
threefold aim: the further removal of import restrictions 
in order to increase the volume of available goods and 
maintain a stable price level ; the abandonment of artificial 
export promotion measures, including credits financed 
with central bank funds; and increased foreign exchange 
holdings by private banks and industrial enterprises in 
order to limit further increase in the money supply. 


In regard to the domestic economy, the report notes 
that there has been no budget deficit, and it expresses the 
hope that the federal budget will remain in balance despite 
an expected considerable increase in rearmament expendi- 
tures. There was, in fact, a considerable increase in the 
federal cash surplus in the second half of 1955 and in the 
first quarter of 1956. Public funds held by the central 
bank system rose by about DM 2.7 billion from the 
beginning of 1955 to March 1956, compared with an 


increase of DM 1.6 billion from the beginning of 1954 
to March 1955. This rather considerable withdrawal of 
money from circulation undoubtedly served as a brake 
on expansionary tendencies. In fact, the Bank notes that, 
as a consequence of this withdrawal, the commercial banks 
were forced more “into the Bank,” i.e., they were more 
sensitive to the restrictive measures taken by the Bank 
deutscher Lander. On the other hand, the sterilization of 
money in public funds increased the need for borrowing 
from banks. Taxes which were not put back into circu- 
lation in the form of public expenditures were put back 
in the form of new credits. The Bank is critical of a 
certain double effect of the present fiscal system: while 
it froze large funds in the central banking system, it 
expanded investment activity by favorable depreciation 
rates, and it stimulated exports by promotion measures, 
which, however, were terminated at the end of 1955. The 
Bank therefore could not rely upon the restrictive effect 
of the Government’s surplus alone but was compelled to 
take a number of restrictive measures of its own, 


As a first step, it exchanged in May 1955 part of its 
equalization claims against Treasury bonds and bills 
with which it undertook open market operations. The 
Ministry of Finance agreed to an exchange of claims 
amounting to DM 2 billion, of which DM 1.5 billion had 
been placed on the market by July 1955. A more pro- 
nounced warning was given in August 1955, however, 
when the Bank raised its discount rate from 3 per cent 
to 3\4 per cent, a measure which was accompanied by an 
increase of 1 per cent in minimum reserve requirements. 
Commercial banks and the economy as a whole began to 
feel the impact of these measures toward the latter part 
of the year, especially since at the same time there was a 
temporary decrease in foreign exchange receipts and a 
considerable rise in public funds. The tightening of the 
money market led to high rates which increasingly became 
out of line with the discount rate, and in March 1956 the 
Bank ordered a further increase of the discount rate, 
from 3% to 4% per cent. This measure was both an 
adjustment to the rates then prevailing on the money 
market and another indication of the firm intention of 
the Bank authorities to prevent a further “overheating” 
of the economy. The tendency toward wage increases, 
the persistent pressure of demand, and indications of a 
large volume of public expenditures were among the 
reasons which caused the Bank to raise the discount rate. 
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(See also the note below, page 375, on the recent increase 
in the discount rate.) 

Within the domestic economy, the investment boom has 
both provided the main stimulus and been one of the 
principal causes of concern to the Bank. Fixed invest- 
ment in 1955 rose to DM 38 billion, an increase of 21 
per cent over 1954. As a proportion of gross national 
product, investment increased from 2] per cent in 1954 
to 23 per cent in 1955. 

The report emphasizes the effect of full employment 
upon income and consumption. The main components of 
the 1 million increase in employment were 200,000 refu- 
gees from the Eastern Zone, 325,000 formerly unem- 
ployed, and 280,000 “natural” additions to the labor 
force. Pressure for wage increases led to a faster rise in 
wages in the second half of the year (8.5 per cent) than 
in the first half (6.5 per cent). Whereas gains in produc- 
tivity had, in previous years, exceeded or at least corre- 
sponded to the over-all wage increase, the increase in the 
second half of 1955, at a rate of 5.5 per cent, was not so 
great as that of wages. 

As a result of higher employment and wages, private 
consumption rose from DM 82 billion to DM 92 billion. 
This stimulated the consumer goods industry consider- 
ably in the latter part of 1955 and put additional pressure 
The Bank states 
that, as a result, price rises became more frequent, whereas 


upon the investment goods industry. 


price reductions became increasingly rare. 

The capital market was characterized by a return to 
more normal conditions and a revival of the market for 
shares in the first part of the year; however, the restric- 
tions imposed upon the banking system in the summer 
led to a considerable depression of the market, and this 
was accentuated by a slump in capital markets abroad 


in the fall of 1955. The “money market sensitivity” 


GATT Tariff Agreements 


A Protocol of Supplementary Concessions, embodying 
the results of the tariff negotiations begun on January 18 
under the auspices of the CoNTRACTING PaRTIEs to the 
General Agreement on Tariffs and Trade (GATT), was 
signed in Geneva on behalf of the United States on May 23. 
The United States successfully concluded negotiations 
with all the 21 other countries participating in the 1956 
Tariff Conference (see this News Survey, Vol. VIII, 
p. 206); a Presidential proclamation giving effect on 
June 30 to the concessions granted by the United States 
will be issued early in June. 

The negotiating countries’ import trade in the items 
affected by the concessions granted in the negotiations 
is estimated at about $2.5 billion a year. The reductions 
in tariffs negotiated by the United States are pursuant to 
the Trade Agreements Extension Act of 1955, which 
authorized the President to reduce tariffs by stages to 
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peculiar to the German capital market then became quite 
evident, since banks and industry had placed a large part 
of their reserves in securities. The banking system was 
able to maintain a high rate of lending by selling part of 
these securities and by sharply reducing the volume of 
their new purchases. The banks’ purchases of securities 
fell from a total of DM 1.5 billion in the first eight months 
of 1955 to a monthly average of some DM 30 million 
in the last quarter of the year and the first quarter of 1956. 

Total lending by the Bank deutscher Lander was greater 
in 1955 than in 1954, total credits outstanding rising by 
DM 14.5 billion, to more than DM 76 billion. About 70 
per cent of the volume was long-term and medium-term 
loans. Short-term credits, which were more immediately 
affected by the restrictive measures taken, increased less 
than in 1954, especially toward the end of the year. 

The increase of 22 per cent in current foreign trans- 
actions was considerably above the 13 per cent increase 
in gross national product (see this News Survey, Vol. VIII, 
p. 343). Foreign trade increased by one fifth and serv- 
ices by approximately one third, but imports rose faster 
(27 per cent) than exports (17 per cent), which led to 
a decrease from DM 4 billion to DM 2.9 billion in the 
current surplus for goods and services. The greatest 
increase in trade was with the dollar area; imports from 
that area rose by more than 60 per cent, and exports to 
the area increased by about 25 per cent. At the same 
time, the debit on donations doubled to about DM 800 
million, and the debit on capital account remained ap- 
proximately unchanged, at about DM 500 million. The 
balance of payments surplus thus fell to DM 1.6 billion, 
from DM 3.2 billion in 1954. 

Source: Geschaftsbericht der Bank deutscher Lander fiir 


das Jahr 1955, Frankfurt am Main, Germany, 
May 1956. 


rates 15 per cent below the rates existing on January 1, 
1955, and to reduce to 50 per cent rates that are aboye 
50 per cent ad valorem. 


Source: Department of State, Press Release, Washington, 


D.C., May 23, 1956. 


Europe 


EPU Settlements for April 1956 


The settlement operations of the European Payments 
Union for April 1956 covered a total of net surpluses or 
deficits of 119.0 million units of account (1 unit of 
account=US$1), compared with 88.8 million in March 
and 63.4 million in February. The net surpluses or 
deficits of the member countries for these three months 
are shown in the accompanying table. Creditor countries 
are presented in descending order, and debtor countries 
in ascending order, of their respective creditor and debtor 
positions vis-a-vis EPU at the end of April 1956. 
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The main change in the pattern of surpluses and 
deficits in April was a shift in the U.K. position from 
a small deficit in March to a relatively large surplus in 
April. Conversely, the Netherlands position shifted from 
a small surplus to a substantial deficit. West Germany 
and Belgium again had substantial net surpluses. As a 
result of the April operations, the gold and dollar assets 
of the EPU increased by 11.0 million units, to 420.1 


million units. 


Net Deficits (-) or Surpluses (+) in EPU 
(In millions of units of account) 


Feb. Mar. Apr. 
1956 1956 1956 
Creditor Countries 


Germany, Fed. Rep. _ 
Belgium-Luxembourg . +13.0 + 28.3 
Netherlands ....... +41 +2.9 
ONION ii ces -3.4 -9.1 
Sweden 


+ 40.8 +651.1 + 60.5 
+19.7 
~25.3 
-21.8 


+65.1 -9.9 -4.6 


Debtor Countries 
Portugal satewhitai +5.0 5.5 
Austria lie, . a —0.7 —0.4 
Iceland - j —0.3 _— 
Turkey caked . -0.8 —2.2 
France -61.8 —33.9 
Denmark +0.4 -13.4 


Norway . “ . -1.3 —0.8 


Italy . eg -14.7 -9.7 
United Kingdom " —0.2 +38.8 
Greece (quota blocked) -2.9 +1.1 -1.5 
Source: Organization for European Economic Coopera- 
tion, Press Release, Paris, France, May 16, 1956. 


Government Loan in France 


On May 22 the French Treasury floated a special 
“equipment” loan. Securities in denominations of 10,000, 
100,000, and 1 million francs are being issued at par and 
with a maximum maturity of 15 years; they are amor- 
tized at 105 per cent of par in 15 annual drawings start- 
ing June 1, 1957. The interest rate is 5 per cent, but 
this rate will be adjusted upward annually to reflect any 
increase in the index of industrial output above the 1955 
average. For each index point above this average, the 
interest rate will be increased by 0.05 per cent; for 
example, a 10 per cent increase in the index will raise the 
rate to 5.5 per cent. The securities are exempt from cer- 
tain taxes, particularly the tax on income from securities. 


Source: Le Monde, Paris, France, May 13, 1956. 


Minimum Reserve Requirements for Netherlands Banks 


The minimum reserve requirements for Netherlands 
banks has been set at 9 per cent for the period May 22- 
June 21, rather than restored to 10 per cent, the level that 
had prevailed since September 1954, except for temporary 
reductions in February 1955 and April 1956. These 
reductions were designed to help the banks overcome the 
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drain on their liquidity caused by the issue of long-term 
government loans to the public. However, since the gov- 
ernment issue of last April (see this News Survey, 
Vol. VIII, p. 336), the money market has remained 
tighter than had been expected, partly as a result of the 
general wage bonus authorized on March 19, 1956 (see 
this News Survey, Vol. VIII, p. 302). 


All these changes have been made in accordance with 
an agreement of February 19, 1954 between the Nether- 
lands Bank, the Netherlands Bankers Association, and 
the central institutions of the agricultural credit banks, 
whereby the banks hold a fixed percentage of their deposit 
liabilities in noninterest bearing cash balances at the 
Netherlands Bank. 


Source: De Maasbode, Rotterdam, Netherlands, May 23, 
1956. 


Danish-U.S.5.R. Trade Agreement 


A new trade agreement between Denmark and the 
U.S.S.R. has recently been concluded for a period of two 
years, calling for Danish exports amounting to DKr 270 
million (US$39 million) and U.S.S.R. exports amounting 
to DKr 290 million ($42 million). The Danish deliveries 
include two 10,000 ton freighters, diesel engines, 10,000 
tons of butter, 14,000 tons of meat, cheese, salted herring, 
and installations for cement and food factories. Deliveries 
from the U.S.S.R. will include grain, fertilizer, 80,000 
tons of coal, 40,000 tons of coke, petroleum products, 
cotton, chemicals, tractors, agricultural machinery, and 
350 passenger cars and trucks. 


Source: Bérsen, Copenhagen, Denmark, May 12, 1956. 


Increase in West German Discount Rate 


The West German Central Bank Council has raised the 
discount rate of the Bank deutscher Lander from 41% 
per cent to 544 per cent, effective May 19. Subsidiary 
rates were also raised by 1 per cent; the rate for ad- 
vances on securities is now 61% per cent. It is expected 
that the 1 per cent increase will affect the economy more 
severely than the rate increase of either August 1955 or 
March of this year. Within nine months the rate has 
been raised by 24% per cent and now is at a level only 
4 per cent below the highest previous rate, attained dur- 
ing the Korean crisis. Export drafts, which hitherto had 
been accepted for rediscount outside an individual bank’s 
rediscount quota, will now be included in it. It is esti- 
mated that this step will have the effect of eventually cut- 
ting the commercial banks’ total rediscount volume by 
DM 1.5-2 billion; only export drafts for financing 
medium-term exports (AKA) and Storage Agency Bills 
are exempt from this regulation. 

A third measure, aimed primarily at the exporter, is 
that all export drafts made out in other currencies, which 
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hitherto have been admitted for discount at the rate apply- 
ing in the purchasing country, will now be accepted for 
discount at the domestic rate, which is usually higher. 
These latest measures of the central bank have caused 
considerable public discussion. It is said that, to restrain 
the building boom and discourage investment, the central 
bank would have preferred a more stringent government 
policy, which might have made unnecessary the present 
monetary squeeze. 


Sources: Frankfurter Allgemeine Zeitung, Frankfurt am 
Main, Germany, May 19 and 22, 1956; Neue 
Ziircher Zeitung, Ziirich, Switzerland, May 20 
and 21, 1956; The Financial Times, London, 
England, May 22, 1956. 


Middle East 
Egypt's Monetary Reserves 


Official statistics show that at the end of March 1956 
Egypt’s monetary reserves amounted to LE 227.3 million 
(US$652.4 million). The reserves were composed of 
LE 60.6 million in gold, LE 24.9 million in U.S. dollars, 
LE 28.6 million in No. 1 sterling (free), LE 102.1 million 
in No. 2 sterling (blocked), and LE 11.1 million in other 
currencies. 


Source: Al Ahram, Cairo, Egypt, May 18, 1956. 


Israel Defense Tax 


The Parliament of Israel on May 22 passed a Defense 
Tax Law which imposes direct and indirect taxes to 
finance the acquisition of arms and equipment and the 
construction of fortifications and shelters. The effective 
period of the Law is May 23, 1956-March 31, 1957. 


The draft bill which was presented to Parliament about 
a month ago contemplated receipts of I£75 million 
(US$41.7 million), of which 1£50 million was to be 
derived from taxation; the remaining 1£25 million was 
to be obtained through voluntary contributions to a 
Defense Fund that had been established earlier and for 
which I£18.2 million had already been collected. How- 
ever, as a result of changes made by the Finance Com- 
mittee in the items subject to the defense tax and in the 
tax rates to be applied, the amount of the combined 
Defense Tax-Defense Fund that will be raised on the basis 
of the modified Law is now estimated at only [£54-55 
million (about $30 million). In its final form, the Defense 
Tax Law provides for direct taxes ranging from 3.8 per 
cent to 11.4 per cent for wage and salary earners, and 
from 4.7 per cent to 14.3 per cent for self-employed; wage 
and salary earners will pay the tax from current (1956-57) 
income, while the tax for the self-employed will be 
assessed provisionally on their 1953-54 income, and will 
be adjusted later on the basis of their 1956-57 income. 
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Exemptions are granted to the lowest income groups, 
single persons up to an income of 1£1,200 and persons 
supporting at least one child with incomes up to I£1,800; 
and reduced tax rates are applicable to persons who have 
met their Defense Fund quotas. Indirect taxes at rates 
ranging from 5 per cent to 20 per cent have been imposed 
on cinema tickets and other amusements, radios, tele- 
phones, beer, wine, soft drinks, denatured alcohol, cigar- 
ettes and other tobacco products, cooking gas, electricity 
(exceeding a certain minimum), electrical appliances, 
and automobiles. 


Source: The Jerusalem Post, Jerusalem, Israel, May 23, 
1956. 


Iraqi Allocations of U.S. Dollars for Imports 


The Government of Iraq has allocated ID 18,955,000 or 
US$53,074,000 for dollar purchases in 1954, compared 
with US$55,930,000 in 1955. The principal changes in 
import allocations for the dollar area this year are 
increases for trucks and buses, automobile spare parts, 
and lubricating oils, and some reductions for cotton piece 
goods, passenger cars, agricultural machinery, construc- 
tion machinery, and miscellaneous basic materials. 

However, the reduced allocations, except those for pas- 
senger cars, still exceed the value of import licenses issued 
for those items in 1955 and represent adjustments to 
nearer the import levels of last year. Most of the 1956 
allocations provide a possibility for some expansion of 
imports. Of the 1955 allocations of $55,930,000, import 
licenses to a value of $45,956,400 were issued. 


Source: Department of Commerce, Foreign Commerce 
W eekly, Washington, D.C., May 7, 1956. 


Iranian Imports of Textiles 


The Government of Iran has announced that it will 
limit imports of Japanese cotton textiles in order to 
facilitate the running down of stocks and strengthening 
the current weak market. It is expected that such imports 
will be reduced by one half. 

Source: /ran Press Bulletin for Trade and Economics, 
Tehran, Iran, April 30, 1956. 


Far East 


Decimal Coinage in India 


A notification issued by the Government of India on 
May 13 states that the Indian Coinage (Amendment) 
Act, 1955, which is an enabling measure to introduce 
decimal coinage in the country, will come into force as 
of April 1, 1957. As from that date, the rupee coin will 
be divided into 100 equal units, and the unit coin will 
be designated as naya paisa (new pice). Thus 100 naye 
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paise will make one rupee, the value of which remains 
the same as at present. 

Through another notification issued on the same day 
under Section 6 of the Indian Coinage Act, 1906, the 
Government of India has given details regarding the 
denominations, dimensions, designs, and metal composi- 
tion of the new series of coins. The new series will have 
the following units: 1 naya paisa, 2 naye paise, 5 naye 
paise, 10 naye paise, 25 naye paise, 50 naye paise, and 
100 naye paise. The present 2-anna, l-anna, half-anna, 
and single-pice coins will not have exact equivalents with 
the new coins, but their places will be taken by 10 naye 
paise, 5 naye paise, 2 naye paise, and 1 naya paisa, 
respectively. The existing quarter-rupee, half-rupee, and 
single-rupee coins will continue to be common to both 
the existing and new coinage systems. Thus, 25 naye 
paise will be equivalent to 4 annas, 50 naye paise will be 
equivalent to 8 annas, and 100 naye paise will be equiv- 
alent to one rupee. 

The 100, 50, and 25 naye paise coins will be of pure 
nickel, while the 10, 5, and 2 naye paise coins will be 
cupro-nickel alloy (75 per cent copper and 25 per cent 
nickel). The one naya paisa coin will be of bronze. 

The new coins will be issued to the public through the 
Reserve Bank and the State Bank offices, Treasuries, and 
Sub-Treasuries. The current coins will continue to be 
legal tender for about three years after the introduction 
of the new coins; during this period, however, they will 
be gradually withdrawn from circulation. 


Source: Reserve Bank of India, Indian News Digest, 
Bombay, India, May 16, 1956. 


Abolition of Indian Import Duty on Pig Iron 


According to a press note issued by the Indian Min- 
istry of Finance on May 10, 1956, the import duty of 
191745 per cent ad valorem on pig iron has been 
abolished. 

Source: Reserve Bank of India, Indian News Digest, 
Bombay, India, May 16, 1956. 


Cambodia Investment Plan 


The President of the Council of Ministers of Cambodia 
has formulated a two-year investment plan; this is the 
country’s first comprehensive plan and will serve as a 
prelude to a four- or five-year plan. The two-year plan, 
covering the years 1956-57, is divided into four sections: 
basic structure, production, social projects, and general 
projects. 

Basic structure: The most important project under 
this heading is the creation of a port which will give 
Cambodia direct access to the sea. Repairing of the road 
network and modernization of the railroads, the river 
harbor of Phnom Penh, air transportation, and communi- 
cations also rank high in priority. 
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Production: The main target is to stabilize paddy pro- 
duction at a high level and to improve its quality through 
irrigation and seed selection. Stabilization of the Cam- 
bodian economy is to be attained through diversification 
of crops. Experimental centers are to be set up to im- 
prove animal husbandry, sea and river fisheries, and 
tobacco, pepper, and corn cultivation. Studies are to be 
conducted to launch new production projects in agri- 
culture, mining, and industry. Conservation of natural 
resources also falls under this heading. Direct govern- 
ment aid to producers, which is included in the plan, will 
bring new land under cultivation, create model villages 
on land thus reclaimed, and grant medium-term or long- 
term investment loans at low rates of interest to farmers, 
businessmen, and handicraft workers. 

Social projects: These plans include the development 
of health and educational facilities, low-cost housing, 
and the building of hydraulic works to increase agri- 
cultural output. 

General projects: Statistical, economic, and scientific 
research, which will form the basis for drafting future 
development plans, is to be promoted. The creation of a 
corps of social workers, summer camps, and child wel- 
fare projects is classified under this section, as well as 
the promotion of tourism. The total cost of the plan is 
estimated at 3.5 billion riels, of which 95 per cent is 
expected to be derived from foreign aid. The Govern- 
ment has emphasized that this figure should be considered 
a program, not a budget figure, and it may be modified 
in accordance with requirements. Of the total expendi- 
ture, 38 per cent is earmarked for basic structure, 38 per 
cent for production, 19 per cent for social needs, and 
5 per cent for general projects. 

The plan will be implemented by a Superior Council 
for the Plan and National Development, which will have 
the responsibility of coordinating the various projects, 
will recruit competent technicians, and will coordinate 
the activities of the various agencies in order to elimi- 
nate duplication of work. The Council will be comprised 
of a representative each from the Ministry of Planning, 
the Ministry of Finance, the Ministry of Public Works, 
the National Assembly, and the Council of the Kingdom; 
a member of the High Council of the Crown; the Gover- 
nor of the National Bank; two persons chosen from civic 
and business leaders; and the National Director of 
Planning. 

Sources: Banque Nationale du Cambodge, Service des 
Etudes et de la Documentation, Bulletin Men- 
suel, January 1956; Department of Commerce, 
Foreign Commerce Weekly, Washington, D.C., 
May 14, 1956. 


Tea and Coffee Production in Vietnam 


The Pays Montagnards du Sud (PMS) region of 
Vietnam is fast developing into a tea and coffee produc- 
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tion center. In 1955, 4,700 hectares were planted to tea; 
of this total, 850 hectares were newly planted and not 
yet productive. The increase in acreage was encouraged 
by the rising price of tea; the average selling price rose 
from 65 piastres per kilogram in 1953 to 85 piastres in 
1955. Green tea production for local consumption and 
black tea production for export—both of the Assam and 
Shan varieties—increased from 1,980 metric tons in 
1953 to 2,700 metric tons in 1955, and the experimental 
agricultural station of Blao is conducting further research 
in order to obtain higher yielding varieties. 

The main problem is the need for reducing costs to 
make black tea competitive with foreign teas on world 
markets. This problem is being tackled by the Financial 
Society of Vietnam, which is promoting the development 
of large, modernly equipped, low-cost plantations. 

Attention is also being given to the extension of coffee 
production. At present, production is sufficient to cover 
local needs; the output of new plantations will be set 
aside for export. 


Sources: L’Information du Vietnam Economique et 
Financiére, Saigon, Vietnam, October 20, 1955 


and May 3, 1956. 


Reduction of Long-Term Interest Rates in Japan 


Japan’s two long-term credit institutions, the Industrial 
Bank of Japan and the Long-Term Credit Bank of Japan, 
have reduced by 0.365 per cent per annum their rates 
on loans, beginning with the month of April. Thus the 
interest rates on loans to the electric power industry 
have become 9.125 per cent per annum, and those to 
other industries have become 9.49 per cent per annum. 

In line with the over-all decline of money rates (see 
this News Survey, Vol. VIII, p. 229), interest rates 
charged by these two institutions have been reduced four 
times since July 1955; the new schedule of rates repre- 
sents a decrease of 2.19 per cent per annum from the 
rates in force until June 1955. The factors which in- 
fluenced the latest decision to reduce rates are, as in the 
past, the reduction in the cost of issuing corporate de- 
bentures for electric power company bonds, and the 
reduction in the yields of financial debentures, which are 
the principal means of raising long-term funds. 

It is reported that the long-term credit institutions are 
contemplating a cut in the comparatively high interest 
rates (10.585 per cent per annum) on their loans to the 
shipping industry. 

Source: Bank of Tokyo, Weekly Review of Economic 
Affairs in Japan, Tokyo, Japan, April 21, 1956. 


Japan's Policy on Barter Trade 


Under the policy adopted by the Japanese Government 
for the first half of the current fiscal year (April- 
September 1956), barter trade will be limited primarily 
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to commercial transactions with countries in the Middle 
East and South America, where Japan has been endeavor- 
ing to develop new markets for exports, and with some 
specific countries, such as Mainland China and other 
communist satellites. Also, the volume of products that 
may be exported on a barter basis has been decreased 
sharply. West Germany, Switzerland, Canada, Argen- 
tina, Sweden, and Thailand are excluded from the list 
of barter trade countries; and the United Kingdom, Hong 
Kong, Malaya, Singapore, and other U.K. colonies are 
virtually excluded. Flour, sugar, and agricultural chem- 
icals have been added to the list of merchandise to be 
exported in exchange for rice from Mainland China. 
With a view to expanding trade with the Middle East 
and Latin American countries, 19 items, including wool, 
have been added to the list of commodities to be imported 
on a barter basis. Commodities which can be exported 
on a cash basis are not included in the list of goods for 
barter trade. 
Sources: Nihon Keizai Shimbun, April 20, 1956, and 
Bank of Tokyo, Weekly Review of Economic 
Affairs in Japan, May 12, 1956, Tokyo, Japan. 


Philippine No-Dollar Import Law 


In a speech before the Philippine Chamber of Com- 
merce, Mr. Calalang, President of the Bankers Associa- 
tion, analyzing the effects of the No-Dollar Import Law, 
stated that the Law has resulted in the loss by the Central 
Bank of absolute control over the country’s exchange earn- 
ings and reserves. The barter of Philippine products 
abroad means a loss of potential foreign exchange re- 
ceipts. The Law permits the barter of minor export 
products (i.e., exports whose value does not exceed 
2 million pesos in any previous year) and of major 
export products in any particular year after their exports 
in that year have equaled the average of the previous five 
years. In effect, therefore, the export earnings of the 
country are pegged at approximately the level of the 
average of the preceding five years. He estimated the 
loss to reserves at about $50 million. 

It appears that Philippine exporters have been barter- 
ing such items as lumber products and rattan, manganese 
and chrome ore, muscovado and D sugar, shelled peanuts, 
rice bran, and dried fish—commodities which were for- 
merly exported for dollars. Since most of these products 
went to the United States, Hawaii, Japan, and Hong 
Kong, new export markets have not been opened'or new 
export lines developed. 

The arrangements regarding barter imports impair the 
Central Bank’s control over the composition of imports, 
since the applications for the imports are considered by 
the Department of Commerce. The approved permits for 
barter imports indicate that a large proportion of these 
imports has consisted of nonessential goods, such as 
cosmetics, expensive beverages, rayon textiles, lace and 
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lacing goods, tapestries, steel bars, radio equipment, 
and fruits. Some imports are even on the list of items 
banned under the present system of import control. 
Apart from an undesirable use of foreign exchange 
resources, such imports discourage consumer industries 
at home. 

The President stated that reliable reports indicate that 
goods imported under the barter arrangements are being 
sold domestically at prices ranging between 20 and 40 
per cent above their import cost. This has resulted in an 
upward movement in prices of consumer goods. Because 
of the profitability of barter imports, exporters are selling 
their import privileges at high premiums. 

The capacity to earn foreign exchange depends, in the 
long run, on the price and quality of exports. The 
No-Dollar Import Law, by giving an artificial incentive 
to exports, results in the postponement of basic measures 
necessary for improving the quality and reducing the cost 
of Philippine exports. In addition, the Law discourages 
the domestic processing of raw materials. 

Mr. Calalang also pointed out that, in many instances, 
the value of the goods exported under the barter arrange- 
ments is greater than the value of the corresponding 
imports, indicating a flight of capital abroad. 

Source: Central Bank of the Philippines, Central Bank 
News Digest, Manila, Philippines, February 14, 
1956. 


United States 


Observations on the Inflation Problem in the United States 


U.S. experience since 1952 has demonstrated that a 
high and rising level of production and employment does 
not necessarily create an inflationary bias, and the im- 
portance of maintaining general price stability is now 
recognized as widely as that of maintaining production 
and employment. This was the theme of an address by 
Dr. Arthur F. Burns, Chairman of the Council of Eco- 
nomic Advisers, at Boston on May 21. It is frequently 
said that this is an age of inflation, because of the upsurge 
of demand everywhere in the world and the concern 
about maintaining employment. In most parts of the 
western world, however, unemployment has been low 
and yet consumer prices have risen little. In the United 
States, retail and wholesale prices have been remarkably 
stable since 1952. Prices of consumer goods, both at 
retail and at wholesale, have tended slightly downward, 
about offsetting the rise in prices of consumer services 
and of industrial materials, construction, and equipment. 
The rise in service prices has been in part a delayed 
adjustment to the great inflation of the 1940's, and in 
part a reflection of the upward trend in industrial wages. 
The rise in prices of industrial materials, construction, 
and equipment has reflected the specific pressures of the 
great expansion in investment. 

That the over-all level of prices has not risen is 
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explained by four factors: rising productivity and expan- 
sion of industrial capacity; increasing business competi- 
tion; restraint by labor and management in advancing 
prices; and monetary and fiscal discipline by the Gov- 
ernment. There has been remarkable progress in the 
conservation of labor resources through private and 
government research, which has led to more mechaniza- 
tion and managerial planning in manufacturing, and to 
better machinery, more fertilizer, and other improve- 
ments in agriculture. While rising productivity has 
helped to counteract the upward pressure of wages on 
costs, business competition has served to restrain price 
increases. There has been a broad shift from sellers’ to 
buyers’ markets, and, with the expansion of discount 
houses, supermarkets, and suburban shopping centers, 
the pace of competition has become especially keen at 
the retail level. Retail margins have narrowed, and 
there has been increasing emphasis on volume of trans- 
actions. 


Policies in the private economy to restrain price rises 
have been reinforced by public policies. Tax and expen- 
diture programs of the Federal Government have encour- 
aged research, innovation, and investment. Enforcement 
of antitrust laws has reduced the temptations to collusive 
market arrangements. General credit policy has held the 
rise in the money supply to less than that of real output; 
the budget has shifted from substantial deficits to a sur- 
plus; and management of the public debt has been coordi- 
nated with credit policy. 

Dr. Burns believes that many of these forces, which 
have contributed to price stability in the last few years, 
can be expected to continue operating in the period ahead. 
In addition, the spread of economic literacy is most 
promising; knowledge of economic movements, and of 
their causes and consequences, is now shared by great 
numbers of ordinary citizens who believe that their private 
and public affairs should be conducted in such a way 
as to avoid both deflation and inflation. This knowledge 
and understanding can be counted on to promote gen- 


eral price stability in other nations as well as in the 
United States. 


In addition to the over-all level of prices, relations 
among prices deserve attention. Wide disparities among 
U.S. price movements have resulted in a cost-price squeeze 
in agriculture, housing construction, the automobile mar- 
ket, the farm equipment industry, and some branches of 
the textile and appliance industries. While the present 
cost-price structure is in process of being tested, it is not 
yet clear that recent advances of industrial prices in 
wholesale markets will be passed on to the consumer in 
significant amounts. 


Source: Address by Arthur F. Burns, Chairman of the 
Council of Economic Advisers, Before the Na- 
tional Federation of Financial Analysts Societies, 
Boston, Massachusetts, May 21, 1956. 
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Amendment of U.S. Sugar Act 


The U.S. Congress has passed and sent to the President 
an amendment to the Sugar Act of 1948. The amendment 
provides for allocating a greater amount of the expanding 
U.S. market to domestic producers, and for larger quotas 
to foreign producers other than Cuba. Before the amend- 
ment, the domestic industry was allotted 4,444,000 short 
tons (53.2 per cent) out of a total quota of 8,350,000 
short tons, with the remainder and any year-to-year 
increases in the total quota accruing to foreign producers. 
Under the amended Act, when the total quota exceeds 
8,350,000 tons, 55 per cent of the increase will accrue to 
domestic and 45 per cent to foreign producers. In 1956, 
Cuba will be allotted 96 per cent of any increase is the 
foreign quota, but this proportion is to be reduced to 
about two thirds during the period 1957-60. 


Source: The Journal of Commerce, New York, N.Y., 
May 18, 1956. 


Latin America 


Wage and Salary Increases in Peru 


Demands for higher wages and salaries to compensate 
for cost of living increases caused widespread strikes in 
Peru during the second half of April, and substantial 
wage increases were subsequently obtained by many 
manual and white-collar workers, after the Government 
had intervened. 


Workers in the construction industry were granted 
increases in minimum wages ranging from 25 per cent 
for skilled laborers to 35 per cent for unskilled laborers 
(to minimum daily wages of S/. 40 and S/. 27, respec- 
tively). Bank employees were given increases of 22 per 
cent on the first S/. 1,000 of their monthly salary and 
10 per cent on the next S/. 500, plus increased family 
and dependents’ allowances, retroactive to January 1, 
1956. The Government decreed a general increase in 
salaries for private employees at the rate of 30 per cent 
on the first S/. 1,000 of monthly salary, 20 per cent on 
the next S/. 500, and 10 per cent on the next S/. 500. 
The percentage increases, computed on the basis of 
salaries earned as of December 31, 1955, became effective 
on May 1, 1956. The Government also decreed, effective 
May 1, 1956, a flat S/. 300 increase in the basic monthly 
salary of all public employees (except members of the 
armed forces, the judiciary, and the public schools, who 
had recently received proportionate salary increases), 
plus higher fringe benefits. 


Earlier in the year there were wage and salary adjust- 
ments in the mining, petroleum, fishery, and some manu- 
facturing industries. 


Sources: La Prensa, Lima, Peru, April 16, 20, 25, and 28, 
and May 5, 1956. 
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Other Countries 
Australian Overseas Reserves 


The gold and foreign balances of the Commonwealth 
Bank of Australia, which constitute the greater part of 
Australia’s total overseas reserves, have increased slightly 
in recent weeks as a result of the resumption of delayed 
payments for wool. The figure reported for May 9 was 
£A 263.7 million. The figure for the corresponding week 
in 1955 was £A 376.2 million, and that for the same week 
in 1954 was £A 538.8 million. 


Source: The Times, London, England, May 19, 1956. 
Copper Production of Northern Rhodesia 


The Chairman of the Rhodesian Selection Trust has 
announced that the group is considering a further expan- 
sion of its copper production in Northern Rhodesia. The 
Mufulira Copper Mines, whose production is presently 
running at a rate close to 100,000 tons of copper per 
year, is to increase its output by up to 50 per cent. 
Moreover, the opening of a new mine, the Chambishi, is 
being contemplated, its initial production to be 16,000 
tons per year. Altogether, the proposed expansion would 
represent an increase of over 16 per cent on the current 
rate of copper production in Northern Rhodesia. The 
realization of these schemes will depend on the successful 
completion of the Kariba hydroelectric scheme and on 
the availability of adequate railway facilities (see this 
Vews Survey, Vol. VIII, p. 284). Therefore, the first 
copper produced under the expansion plans is not 


expected to reach the market before the end of the 
present decade. 

When announcing the plans that are under considera- 
tion, the Chairman said that, with copper at a price of 
£240 per ton, the Northern Rhodesian copper industry 
might make a profit before tax of £40-50 million a year, 
with exports from the Federation of Rhodesia and Nyasa- 
land valued at more than £100 million. 


The price in London of copper for immediate delivery 
fell by £12 15s. to £323 10s. per ton on May 23. The peak 
price for copper earlier this year was £437 per ton. 


Sources: The Financial Times, London, England, May 23 
and 24, 1956. 
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